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SUMVARY OF BILL

This bill would require:

1. the Franchi se Tax Board (FTB), in cooperation with the Los Angel es County | ocal
child support agency, to jointly establish a two-year pilot project (beginning
January 1, 2000 and concl udi ng Decenber 31, 2001) to assess the feasibility,
ri sks and benefits of referring to the FTB all child support obligations
presently being enforced by county district attorneys (DAs) pursuant to the
Wl fare and Institutions Code. The pilot would include case managenent,
enforcenment and collection of current child support obligations and arrearages.
The pilot project would consist of 25,000 child support cases with established
orders, drawn by random sanple fromthe county’s existing workload. FTB
expressly woul d not have responsibility for establishing paternity for pilot
cases. During the two-year pilot period, the FTB would be responsible for all
federal and state-nmandated case processing requiremnents.

2. the Governor to appoint a Secretary of Statewi de Child Support (SCSS), who
woul d have oversight and authority over all aspects of child support orders
bei ng enforced under Title IV-D of the federal Social Security Act.

3. certain persons, currently required under federal law to report non-enpl oyee
personal services for which $600 or nore was paid, to accelerate the reporting
of those services and paynments to Enpl oynent Devel opnent Departnent (EDD),
operative July 1, 2000. The reporting to the independent contractor registry
(ICR) would be required by the earlier of 20 days after entering into a
personal service contract with aggregate paynments in excess of $600 or when
payments nmade exceed $600. The information could be used for child support
enforcenent, tax enforcenent and EDD purposes.

This analysis will not address the remaining provisions in the bill, which al
relate to child support enforcenent. Each of the above provisions will be

anal yzed separately in this analysis. The FTB pilot project provision begins on
page 2. The ICR provision begins on page 10.

SUMVARY OF AMENDMENT

The bill as introduced provided the above item 2. The March 9, 1999, anmendnents
added the above itens 1 and 3. The April 5, 1999, and April 21, 1999, anendnents
made changes to the child support enforcenent provisions that do not directly
affect FTB. FTB did not conplete a previous analysis of this bill.
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EFFECTI VE DATE

This bill would be effective and operative January 1, 2000.

BOARD PCSI TI ON

Pendi ng.
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FTB PI LOT PROJECT PROVI SI ON

LEG SLATI VE H STORY

AB 196 (Kuehl; 1999) woul d establish: a FTB pilot project to collect and enforce
current support for six counties; the Departnment of Child Support Services (DCSS)
to replace Departnent of Social Services as the Title |IV-D agency; and an
Undersecretary to oversee and nmanage “the state’'s child support enforcenent
progranf until the DCSS transitions into place.

SB 542 (Burton; 1999) would establish a Departnent of Child Support Enforcenent.

PROGRAM HI STORY/ BACKGROUND

For purposes of this analysis, the followi ng definitions are used:

“Arrearage” is the unpaid child support for past periods owed by a parent who
is obligated to pay an amount for support by court order.

“Case” is a mother, father, child/children in common, with the sane payee. For
exanple, if there are two children of the same nother and father and the nother
is to receive support for one child and the other child is in foster care,
there are two different payees and two cases.

“Col l ection” nmeans the receiving, receipt, and posting (cashiering) of noney.

“Current support” is the anount of child support that neets the court-ordered
support obligation for the current nonth.

“Del i nquent,” for purposes of FTB s delinquent child support enforcenent
program is that amount that remains unpaid 91 days and nore beyond the due
date. However, for the statewi de child support enforcenent and coll ection
programin general, “delinquent” may be used interchangeably with “arrearage.”

“Due date” is the date specifically stated in the support order or, if no date
specific is stated in the support order, the last day of the nonth in which the
support paynent is to be paid.

“Earnings (or wage) assignnent” is an obligation ordered by the court requiring
the enployer to automatically deduct a fixed anmount fromthe earnings of the
obligor. Since 1994, all support orders nust include an earnings assi gnnent.

“Enforcement” is taking an action to conpel paynment of a child support or
medi cal support obligation. An action involves both direct enforcenent
actions, such as seizure of a bank account, and indirect actions which result
i n paynent of support, such as suspension of a business or driver’s |license.
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Enf orcenment may incl ude issuing wage assignnments to enployers for current
support, a demand for paynment of current, past due or delinquent anounts or
levies to third parties, including unenploynent conpensation, for delinquent
support .

“Past due support,” for purposes of FTB s delinquent child support enforcenent
program is that anmount that remains unpaid 30 to 90 days beyond the due date.

“Support order” neans a judgnment, decree or order issued by a court for the
support and mai ntenance of a child, famly and/or spouse. Support orders can
i nclude anmounts for nonetary support, health care, paynent of arrearage,

rei mbursenent of costs and fees and interest and penalti es.

“Title IV-D' is reference to part of the federal Social Security Act that
requires each state to create a programto | ocate noncustodial parents,
establish paternity, establish and enforce child support obligations and
coll ect and distribute support paynents.

Title 1'V-D requires each state to have a plan that provides for a “single and
separate organi zational unit” to admnister its child support plan. Under
California | aw, the Departnment of Social Services (DSS), which is within Health
and Human Services Agency, is designated California s single organizational unit
to admnister the state plan for securing child support, and its director is
generally required to set forth the related policies (Wlfare & Institutions Code
(W&l C) 11475). The county district attorneys (DAs) are del egated by | aw
responsibility for establishment, enforcenment and collection activities, which

i nclude the establishnment of paternity (W&l C 11475.1) and securing a wage

assi gnment by court order or other |egal neans (support orders). The DA may
enforce a support order issued to any noncustodial parent for the benefit of any
custodi al parent, regardl ess of whether the custodial parent is or has been on
wel fare.

Begi nni ng January 1, 1998, under California |law, for those support orders that
the DAs are responsible for enforcing, the DA

may voluntarily refer current child support obligations to FTB for issuance of
a wage assignnment and collection of the resulting paynents.
may voluntarily refer cases that are nore than 30 but |ess than 91 days past

due to FTB for enforcenent as though they are delinquent final personal income
t axes.

is required, unless specifically excepted by DSS, to refer cases that are 91
days delinquent to FTB for enforcenent as though they are delinquent fina
personal incone taxes.

FTB receives fromthe DA only that information that is needed to enforce paynent
of the amount due, i.e., the identity of the obligor and the anmount due. After
FTB recei ves and coll ects paynent, it notifies the Controller of the anopunt
collected and to which referring county to transfer that anount. The DA

mai ntains the case file information and distributes FTB child support collections
accordi ngly.

The distribution is a conplex process based on federal and state regul ati ons.
The county di sburses the noneys to the private party or governnental agency that
has a claimon the funds. According to DSS, federal nmandate phases in a “famly
first policy.”
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Chil d support delinquencies that accrue after the custodial parent received aid
fromthe state and coll ected after October 1, 1997, will be distributed to the
famly first rather than to the state for reinbursenent of the costs of that
state aid. Beginning Cctober 1, 2000, collections of child support delinquencies
accrued before the custodial parent received aid fromthe state also will be
distributed to the famlies first rather than to the state for reinbursement. In
addi tion, regardl ess of when the delinguency accrues or is collected, the
custodi al parent may be eligible for the first $50 collected, as an incentive
paynment. Therefore, while FTB knows the anpbunt it collects and, in the case of
mul tiple child support delinquencies for the sanme person, can provide basic
accounting for the multiple collections, FTB does not know how t he anounts are

di stributed and di sbursed and what part was applied to the delinquency, if any.
FTB relies on counties to provide updated bal ances on a tinely basis.

The FTB, which is in the State and Consuner Services Agency, consists of the
State Controller, the Director of Finance and the Chairnman of the State Board of
Equal i zati on. The Franchi se Tax Board admi ni sters the personal inconme, bank and
corporation and related tax | aws, which includes collection and enforcenent
thereof. FTB s peak season for processing tax returns is February through June
each year. During FTB' s 1998 peak season, FTB received and processed
approximately 13 mllion tax returns and deposited $13 billion in tax

col | ecti ons.

In addition to tax adm nistration responsibilities, FTB collects and enforces
paynment of various non-tax debts as though they are delinquent final persona

i ncone taxes. One such debt is delinquent child support. Because FIB is

aut hori zed under existing law to collect and enforce current child support for
counties on a voluntarily basis, FTB had begun to enhance its existing child
support delinquency enforcenment systemto accommopdate current support account
processi ng. However, FTB did not receive sufficient interest fromthe counties
to warrant continued enhancenent of its existing systemfor this purpose.

FTB' s delinquent child support enforcenent program which includes collection
t hereof, receives 66% of its departnmental costs through federal reinbursenent via
DSS and the remaining 34%fromthe General Fund.

Under current tax law, FTB s child support enforcenent activities nust not
interfere with FTB's responsibility to adm nister and enforce the Personal |ncomne
Tax Law (PITL). A collection priority is established under tax | aw whereby, if
nmore than one debt is being enforced by FTB, FTB is required to apply anmounts
“being collected” first against personal inconme taxes and any remai ning anount to
child support.

To enforce paynment of a debt, wages may be |evied through an assignnent, a

gar ni shnent or a w thhol ding order, primarily depending on the type of debt. A
judgnent creditor typically uses a wage garni shment for up to 25% of the debtor’s
di sposabl e earnings per pay period. An admnistrative earnings wthhol ding order
for taxes (EVMOT) is limted to 25% of disposable inconme. An earnings or wage
assignment is used by a DA to enforce current child support. DAs issue a notice
of earnings assignnent (EAO, which is a withholding order adm nistratively
generated w thout court action, to enforce past due support. FTB issues an

adm ni strative earnings w thholding order (EWD), which is also adm nistratively
generated w thout court action, to collect past due and deli nquent support.
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For past due child support and delinquencies, an EWD issued by FTBis limted to
50% of di sposable earnings. This contrasts with the collection authority of the
EAO for past due child support, which is limted to the greater of 3% of the
arrearage or $50. A support order can be nodified to include in the wage

assi gnment an anount for the arrearage. Were such a nodification is nmade, the
nodi fied court order is not subject to the 3% $50 limtation.

In addition to traditional “earnings,” a wage assignnment or earnings wthhol ding
order for child support can attach anmounts to becone due an obligor on a

conti nuous basis, i.e., rents, royalties and nonenpl oyee conpensati on
(contractual anounts).

When a del i nquent child support case is referred to FTB, enforcenent action

i ncludes the search for an enployer and, if one is |ocated, the issuance of an
EWD. However, under current federal regul ations, when an enployer is |ocated, an
ear ni ngs assignnment for current support must be issued. Therefore, in order to
meet federal regulations, the DAw Il regularly withdraw the case from FTB and

i ssue the required earnings assignnment for the anount of the current support plus
3% or $50 (whichever is greater) to apply to the arrearage. Thus, FTB's

adm ni strative EWD, which attached up to 50% of earnings, is replaced, resulting
in | esser anpbunts collected. |In order for a DA to increase the anpbunt stated on
t he earnings assignnment, the DA would need to return to court to nodify the
support order.

SPECI FI C FI NDI NGS

Currently, California s delinquent child support enforcenent programis

adm nistered by FTB. DSS is the Title IV-D agency with the overall
responsibility for California s child support enforcement program The DAs
remai n responsi bl e for maintaining the account information and case nmanagenent.
FTB staff responds to general questions regarding FTB s enforcenent actions. 1In
the event an obligor has questions about the conputation of the amobunt due, the
obligor is referred to the responsi bl e DA

Under this bill, an SSCS appoi nted by the CGovernor woul d have oversi ght and
authority over all aspects of child support orders being enforced under
Title I'V-D of the federal Social Security Act.

Under this bill, the Franchi se Tax Board (FTB), in cooperation with the Los
Angel es County |ocal child support agency, would be required to jointly establish
a two-year pilot project (beginning January 1, 2000, and concl udi ng Decenber 31,
2001) to assess the feasibility, risks and benefits of referring to the FTB all
child support obligations presently being enforced by county district attorneys
(DAs) pursuant to the Welfare and Institutions Code. The pilot would include
case managenent and enforcenment and collection of current child support
obligations and arrearages. FTB expressly would not have responsibility for
establishing paternity for pilot cases. The pilot project would consist of
25,000 child support cases with established orders, drawn by random sanple from
the county’s existing workload. During the two-year pilot period, the FTB woul d
have sole responsibility for all federal and state-nmandated case processing
requirements. FTB woul d bear sole responsibility for providing services to both
custodi al and noncustodi al parents.
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The State Auditor would be required to nonitor this pilot project and report to
the Legislature by April 1, 2002, certain specified information and nake a
reconmendation as to whether FTB would effectively collect child support
statewi de, as denonstrated by the pilot project.

Pol i cy Consi derati ons

CGeneral ly, the volunmes of paynments and docunents to be processed under
the 25,000 cases referred to FTB for the pilot would not conpete against
FTB' s core responsibilities and processes for taxes. However, the case
managenent and nature of the processing would significantly differ from
t he managenment and processing of tax cases and are not expertises
presently existing wwthin FTB staff. |If FTB were to undertake, on a
statewi de basis, the case nanagenent, processing and ot her workl oads
proposed for the pilot, the statew de child support workl oads woul d
dramatically conpete against FTB' s core responsibilities and processes
for taxes.

Li nes of authority for adm nistering FTB s child support prograns nmay be
uncl ear since responsibility for adm nistering the prograns would be with
the three-nmenber FTB, placed under the State and Consunmers Services
Agency, but the SSCS woul d be required to nmanage the prograns.

In the event a personal inconme tax (PIT) tax debtor also owes current or
past-due child support, FTB s enforcenent priority is unclear. Currently
enforcenent of PIT takes priority over delinquent child support
enforcenent. However, federal regulations require that once an enpl oyer
is |located, an earnings assignment nust be issued and take precedent over
any ot her earnings assignnent, w thhold order and/or other |evy.

| npl ement ati on Consi derati ons

Under this pilot, FTB will be required to develop full case managenent
application, and all supporting applications, to performthe case nmanagenent
functions for the 25,000 pilot cases. As the primary business of the FIB is
incone tax, there are no simlar activities perforned that are conparable to
the activities of full case nanagenent. Therefore, inplenentation inpacts
were based on staff’s “best assunptions” as derived from experience within
FTB' s present child support enforcenent program FTB s experiences with
devel opi ng and/or building major conputer systens for tax adm nistration
purposes, and limted information received fromcounties. To inplenent this
pilot, FTB staff reviewed a nunber of alternatives and concl uded t hat
conceptual |y FTB coul d either devel op and/or buil d:

maj or conputer systens for case managenent and col | ection disbursenents
to allow for the State Auditor to make valid conpari sons of case
managenent results and, assum ng success of the pilot, to accommopdate

i npl enentation of all cases statewide (Plan #1). Staff recogni zes the
costs associated with this plan may be prohibitive unless the systemis
ultimately utilized on a statew de basis.

a less costly stand al one personal conputer (PC) based systemthat could
be used only for purposes of the pilot (Plan #2).
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However, from FTB staff’s experience with tax program PC based systens, a
PC system could have difficulties acconodating the conplexities of case
managenent under the state and federal requirenents and interfacing with
exi sting systens. Additionally, a PC based system may not be able to

mai ntain sufficient information to allow the State Auditor to nmake valid
compari sons of results. Therefore, the conparisons of FTB' s efficiency
to LA County’s could not be properly measured. Additionally, it is
doubtful a PC system coul d acconmpbdat e st atew de application; therefore,
if the pilot were expanded to a statew de process/program the PC system
woul d be abandoned and the systens envisioned under Plan #1 inpl enent ed.

Time frame — Under either plan, FTB could not inplenent the pilot by
January 1, 2000. Based on FTB s experience in developing its business
entity tax system (BETS) that started with the purchase of a pre-designed
systemto which nodifications were nmade, Plan #1 could not be inplemented
before July 1, 2003. Plan #2 could not be inplenented before July 1, 2001
(This tine frane does not address any architecture or infrastructure needs
of the Controller’s Ofice, if any.)

O additional concern is that the Departnment of Information Technol ogy and
the Adm nistration have a plan for a consolidated data center after Y2K

i ssues have been resolved. This consolidated data center plan could affect
the i nplenentation envisioned in this anal ysis.

Case Managenent Expertise — VWhether Plan #1 or Plan #2 is inplenmented, FTB
staff does not have expertise in managi ng child support cases. FTB staff
core conpetencies and expertise is tax admnistration, and its current child
support activities have been limted to enforcenent. Wile staff has been
successful in the devel opment and/or building of several major technol ogy
projects within its known tax environment, assumng a social service
workload is a major departure fromits core conpetency. FTB staff is not
famliar with the social services aspect of the workload or the conplexities
of the state and federal case managenent or funding requirenments. FTB staff
woul d need intensive training to handle the 25,000 pilot cases. It is

uncl ear whether FTB could rely on LA County as a training resource, i.e.,
whet her FTB coul d contract with LA County staff for this purpose. Wthout
an adequate training program transition of this workload to FTB woul d be
probl ematic for both staff and the children/parents served. Even with an
adequat e training program undoubtedly there would be a | earning curve that
coul d hanmper the effectiveness of FTB' s services. Because the cases would
be selected at random and FTB woul d be required to provide services to the
custodi al and noncustodi al parent, this analysis assunmed that FTB woul d need
to provide service in all six districts in Los Angel es County where
custodi al or noncustodi al parents reside.

Guar ant eed Adequate Funding — For either plan, to begin programi ng and
testing of the conputer systens imediately follow ng approval of the
feasibility study report (FSR) process, staff suggests the bill provide an
appropriation. Because of the nagnitude of the technol ogy project, FTB s
success in devel opi ng/ buil ding the system woul d require that adequate
fundi ng be avail abl e as needed. Therefore, the estimated total project
costs should be included in an appropriation in the bill for fiscal year
2000/ 01 on the condition that funds not encunbered by June 30, 2001, may be
expended by FTB in the 2001/02 fiscal year
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For Plan #1, the expenditure authority would need to be extended so that any
of the appropriated funds not encunbered by June 30, 2002, may be expended
in the fiscal year 2002/03. Additionally, past practice has been that 66%
of FTB' s costs for child support enforcenment and collection is paid from
federal reinbursenent received from DSS/ DCSE and 34% from the General Fund.
However, it is unclear whether the federal reinbursenment would be readily
avail able for this project given the amount of noney the federal governnent
has already rei nmbursed California for unsuccessful child support technol ogy
proj ects.

To avoid the potential of operating the pilot project in nore than one
district location in Los Angel es county, FTB staff suggests that the 25,000
cases to which the pilot project is limted be drawn by random sanple from

t he casel oad of only one Los Angeles County district. The district would be
selected by FTB in cooperation with the local child support agency of Los
Angel es County. In addition, this analysis further assunes:

1. O the 25,000 cases, approximately 15,000 of the cases woul d be
del i nquent and otherw se already referred to FTB's existing child support
enforcenment program Therefore, for these 15,6000 cases, case managenent,
di sbursenent activities, and activities other than enforcenent and
collection would be included in the new workl oad for FTB. For the
current cases, 6,000 to 12,000 paynents coul d be expected per nonth.

2. LA County woul d obtain or otherw se assure the existence of a support
order and transmt to FTB sufficient information (in a formand nmanner
prescribed by FTB, as required by the bill) for it to nanage the case,
i ncludi ng enpl oyer information if known.

3. The bill would clearly require Los Angel es County to delegate to FTB the
authority to enforce the support orders on the current support cases
referred to FTB for the pilot project.

4. The bill would clarify that earnings assignnents issued and in effect on
a case selected for the pilot project would continue to be in effect at
the time the case is selected for the pilot, but the case would be
managed by FTB and the earning assignment nonitored and paynent enforced
as needed.

5. Gven the nature of comunity outreach, it would not be performed by FTB
inthis pilot project.

6. FTB counsel and |egal support staff |ocated in Los Angel es County woul d
provide the | egal services for nodifications of support orders under
either inplenentation plan. (In court proceedings relating to incone
taxes, the Attorney General (AG represents the state unless the AG
del egates the responsibility/authority to the FTB. Wether the
responsibility for nodifications of support orders would be that of the
FTB or the AG should be clarified in the bill.)
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FI SCAL | MPACT

Depart nental Costs

For the conceptual plans discussed under inplenentation, FTB staff has
devel oped very prelimnary estimates as follows. The estimated costs are
not inclusive of all costs, are not fully devel oped, and are based on very
limted informati on and experience in child support enforcement. As the
bill noves through the |egislative process, the envisioned i nmpl enmentation
pl an(s) may be revised and/or costs nodified as FTB staff |earns nore about
the details of case managenent and federal and state requirenents. For
exanpl e, FTB staff is exploring the viability of using an existing county
child support enforcenment PC based system with nodifications as necessary,
i nstead of designing and/or building a new PC based systemas an alternate
means of inplenenting Plan #2.

Cost s
(in mllions)
Activity Pl an #1 Pl an #2
Conput er systens/related infrastructure $108 - 118 $15 - 25
Staffing for the pilot only/departnental overhead |$ 16 - 21 $9- 14
Tot al $124 - 139 $24 - 39

Thi s anal ysis does not take into account all of the follow ng costs that
have the potential of significantly increasing the costs for either plan
identified in this anal ysis:

facilities and associ ated costs,

security,

networ k and conmuni cations infrastructure,
mai n frane system capacity, and

costs/inpacts to counties if expanded to a statew de process/program
and the Controller, if any.

Col |l ection Estimate

The data and information necessary to determine the collection inpact of the
one-year pilot programare not available. To the extent the departnent is
able to receive child support paynents earlier than the DAs as a result of
this bill, there could be an acceleration of child support collections.

This estimte does not take into consideration the affect that this bill may
have on conpeting debts, as discussed under Policy Consideration

This estimte does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis bill.
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| NDEPENDENT CONTRACTOR REG STRY PROVI SI ON

LEG SLATI VE H STORY

AB 780 (Caldron; 1999) requires state agencies to report independent contractors.

AB 196 (Kuehl; 1999) contains the sane provisions for independent contractor
reporting as this bill.

PROGRAM HI STORY/ BACKGROUND

AB 573 (Kuehl; 1997), as anended May 15, 1997, woul d have created a i ndependent
contractor registry identical to the one to be created under this bill

Enpl oyers are required to file enployee quarterly wage reports to EDD. EDD s

enpl oyer/ enpl oyee information is available to FTB for delinquent child support
enforcenment and PIT enforcenent shortly after the end of each quarter. In addition
enpl oyers are required to report their enployee’'s nane and SSN to EDD within 20 days
of the hiring, rehiring or return to work of an enpl oyee (New Enpl oyee Registry
(NER)) SB 1423; Stats. 1992, Ch. 850). The NER was enacted to hel p enforcenent
actions against those individuals able to avoid collection because the quarterly
return information was received too late to be used as an effective enforcenment
resource. EDD may inpose a penalty against enployers that fail to report new

enpl oyees as required.

Under the Personal Responsibility and Wrk Qpportunity Reconciliation Act of

1996, by Cctober 1, 1997, all states are required to operate a state directory of
new enpl oyees, whereby all enployers nust report all new enpl oyees not |ater than
20 days after enploynent, or twice a nonth if reporting electronically.
California’s NER satisfies the federal nandate.

Under current |aw and practice, FTB uses an automated enforcenent systemto
garni sh wages and attach bank accounts of debtors. Typically, the autonmated

enf orcenent system uses the debtor’s SSN to search tax records and tax
information returns filed by banks, other third parties, EDD records and 1099
information to | ocate the debtor’s assets. Upon a match of the SSN and the
asset, a withholding order is issued. An order to withhold (OTW is issued for
bank accounts, cash, and cash equivalents. Continuous OI'W generally are used to
attach contractual paynents and/or nonenpl oyee conpensati on. Earni ngs

wi t hhol ding orders (EWD are used to garnish wages or, in the case of child
support enforcenent, may attach contractual paynents and/or nonenpl oyee
conmpensation. An BEWD for delinquent child support generally attaches 50% of the
paynment due the obligor.

To use EDD s quarterly wage informati on, FTB accesses EDD s data base. However,
for FTB to use EDD s NER, EDD requires that FTB provide a nagnetic media tape
containing a list of the delinquencies. For enforcenent of child support

del i nquencies, FTB routinely provides EDD with its list. However, the vol um nous
size of the PIT file precludes FTB fromusing this process for PIT enforcenent.
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SPECI FI C FI NDI NGS

Under Section 6041A of the Internal Revenue Code (IRC), persons in a trade or

busi ness (service-recipients) that pay $600 or nore for personal services to an

i ndependent contractor are required to file an information return (1099M SC) with
the IRS by February 28, follow ng the close of the cal endar year. The 1099M SC
contains the follow ng information

t he nane, address, and federal identification nunber of the person filing the
i nformation return,

t he nanme, address and identification nunber of the independent contractor (SSN
in the case of an individual), and

t he aggregate anmount of the paynments nmade to that person

For California purposes, service recipients are required to send a copy of their
federal 1099M SC to FTB at the sane tine it is required to be filed with the IRS
If a service recipient has nore than 250 i ndependent contractors, the 1099M SC
copy nust be filed with FTB on magnetic nmedia, which is generally available for
FTB to access by May or June follow ng the close of the calendar year. |If the
service recipient has fewer than 250 i ndependent contractors, it may elect to
file a conbined federal/state 1099M SC or file a paper information return. In
the case of a conmbined or paper information return, IRS shares the information
contained on the information return with FTB, and this information is generally
avail able for FTB access by Novenber follow ng the close of the cal endar year.

Under this bill, service-recipients who are required to file an independent
contractor information return under Section 6041A would report to EDD the sane
information required on the 1099M SC descri bed above, plus the foll ow ng
addi ti onal information:

the date of the contract or, if no contract, the date that paynent first
exceeded $600, and

the total dollar anmbunt of the contract, if any, and the contract expiration
dat e.

The informati on would be reported the earlier of 20 days after entering into the
personal service contract or, if no contract, first paying nore than $600.

| npl ement ati on Consi derati ons

FTB staff anticipates it would use the I ndependent Contractor Registry (ICR
for child support enforcenent in the same formand nmanner that it uses EDD s
NER.  If the ICRinformation is matched with a delinquent child support
obligor, FTB would issue a 50% wage w t hhol di ng order on the nonenpl oyee
compensati on.

FI SCAL | MPACT

Depart nental Costs

Currently, EDD charges FTB for its use of the New Enpl oyee Registry for
child support purposes. Assumng the costs for the |Independent Contractor
Regi stry were approxi mately the sane, the costs per fiscal year could be in
t he $10, 000 range and woul d be included in the child support enforcenent
progranm s annual budget.
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Col | ection Estimte

Esti mated | npact of SB 240 on FTB's
Del i nquent Child Support Enforcenment Program
I ndependent Contractor Registry
Fi scal Year
(In MI1ions)

2000-1 | 2001-2 | 2002-3

I ndependent Contract or/ Del i nquent
Chi | d Support +$1 +$3 +$5

This estimate does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis bill.

This estimate is based on the results of FTB s existing delinquent child
support enforcenent program and 1099M SC i nformati on avail able to FTB
reported under |IRC Section 6041A (non-enpl oyee conmpensation). In addition
the foll owi ng data and assunpti ons were used:

FTB woul d use the ICR for collecting delinquent child support in a manner
simlar to the NER and i ssue 50% ear ni ngs w t hhol di ng orders.

EDD woul d process the service-recipient information within 30 days of
receipt in a format that FTB can use to match child support records
submtted by FTB.

By the third year, the maxi mumreporting conpliance rate would be

achi eved, which would be two-thirds (22%the first year, 44%the second
year).

Adj ustnments were nmade in the first year to exclude pre-existing contracts
and to allow for inplenentation |ags.

The average contract period is six nonths.

The average coll ection anounts for independent contractors were based on
the total child support collections through earnings w thhol ding orders
divided by total returns with reported sal ari es and wages, increased by
50%to reflect potentially larger inconmes of independent contractors.

This estimate includes increased collections by FTB only for its existing
del i nquent child support program This estinmate does not take into

consi deration increased child support obligations for current support that
woul d be collected by | ocal child support agency or FTB' s pilot programas a
result of the reporting required by this bill.

This estimte assunes the I CR would be nanaged by EDD similarly to the NER
t hereby precluding FTB' s use of the registry for PIT collection purposes.



